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- Consistently increasing shareholder value.

Providing an involved, continuously educated and trained employee group, all of
whom will have the opportunity to share in consistently improving operating results.

Recognizing that our existence is based upon our ability to satisfy the needs of our
customers and the ultimate consumer better than our competition. To this end, we
must provide the highest service and total quality that the organization can generate.

Being a global marketer of toys that must build franchises for our product categories.

Capitalizing on Ohio Art's recognized position as the quality/customer service leader
in the lithographic metal decorating industry t6 grow our customer base.

Focusing our capital and human resources in those areas of the business which will

of our existence. Therefore, The Ohio Art Company is dedicated to:
- All divisions meeting and exceeding minimum volume/profit objectives.

allow us the highest potential return on assets employed.

The Ohio Art CompomT was incorporated February 13, 1930 er the laws of Ohio as

successor to a business established in 1908.

The Annual Shareholders” Meeting will be held on Tuesday, June 3, 2003 at the

Summit Club, Fort Wayne, Indiana at 10:00 AM local time.

The Ohio Art Company will furnish to any stockholder, without charge, a copy of its
2003 10-K Annual Report upon written request to its Chief Financial Officer at

P.O. Box 111, Bryan, Ohio 43506




April 21, 2003

Dear Fellow Shareholders:

Fiscal 2003 performance was respectable as your company’s financial condition continued to improve and

all four operating divisions were profitable. Clearly, sales were disappointing and did not contribute positively
to the year’s performance. Nevertheless, improved gross margins, lower interest expense, cumulative cost
reduction efforts, and substantially higher licensing and royalty income together did contribute significantly to
the bottom-line results.

Fourth quarter shipments, the lowest in 20 years, were influenced by the West Coast port labor dispute,
competitive product offerings in the fashion doll category, and a sluggish holiday retail environment in the
United States and Europe. Performance by Strydel, our injection molding subsidiary, ran counter to this trend
and experienced sales increases in excess of thirty percent for the full fiscal year.

Year-end adjustments to advertising, pension, and other accrued expenses favorably affected net income for
the period. Also contributing to the increase were improvements in royalty income and a recovery of taxes
paid on overseas royalties.

We continued to reassess our fixed asset portfolio in our key business segments of toy marketing, metal
decorating, and plastic injection molding to determine just which assets are required to enhance our core
competencies and to dispose of those assets or to outsource those services that are not absolutely necessary,
thereby freeing up funds to enable the company to pursue other strategic alternatives.

During the past twelve months, we concluded contract negotiations with Ohio Art’s employees in October
2002 and with Strydel’s employees in March 2003; both for a period of three years.

During fiscal 2003, the Board of Directors declared dividends of $0.28 per share or approximately $248,000.
As the company enters its 95th year, it is abundantly clear to Ohio Art’s customers, shareholders, and its
employees that remaining a viable enterprise 1s not so much a single destination, but rather a journey that has

seen many different destinations over the previous ninety-some-odd years of its existence.

The journey ahead will be challenging, but our employees today are just as committed as were their
predecessors to providing outstanding products and services to our customers profitably.

Thank you for your continued support of The Ohio Art Company.

Sincerely,

THE OHIO ART COMPANY

WM AL
William C. Killgallon Martin L. Killgallon, II

Chairman and CEO President and COO
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DOCUMENTS INCORPORATED BY REFERENCE

The following documents are incorporated into this Form 10-K by reference:

Portions of the Proxy Statement for Annual Meeting of Stockholders to be held on June 3, 2003 filed with the SEC
pursuant to Schedule 14D Part III.

SAFE HARBOR STATEMENT

This document and supporting schedules contain "forward-looking" statements as defined in the Private Securities
Litigation Reform Act of 1995, and, as such, only reflects the Company’s best assessment at this time. Investors are
cautioned the forward-looking statements involve risks and uncertainties, that actual results may differ materially from
such statements, and that investors should not place undue reliance on such statements. For a discussion of factors that
may affect actual results, investors should refer to Item 1 of this Form 10-K.

PART 1

Item 1. Business

The Ohio Art Company and its subsidiaries (the "Company") is principally engaged in two lines of business: (a) the
manufacture and distribution of toys (both domestically and internationally) and (b) the manufacture and sale of custom
metal lithography (Ohio Art Diversified) and molded plastic products (Strydel Diversified) to other manufacturers and
consumer goods companies. (See Note 6 of Notes to Consolidated Financial Statements included herein for the year
ended January 31, 2003.)

Products and Distribution

The Company manufactures and markets approximately 50 toy items including the nationally advertised
Etch A Sketch®, Travel Etch A Sketch®, and Pocket Etch A Sketch® drawing devices, Betty Spaghetty® fashion doll,
A.R.M. 4000 XL™ water toy, and basketball sets.

The Company maintains showrooms in Bryan, Ohio and New York City and distributes its toy products through its own
full-time sales force and through manufacturers’ representatives. The toy products are sold domestically directly to
general and specialty merchandise chains, discount stores, wholesalers, and mail order houses, and in foreign countries
both direct to customers and through licensees.

The Company’s Diversified Products segments manufacture specialty plastic components and lithographic metal items
such as parts for automobile trim, lithographed metal serving trays, replica metal signs, photofilm canisters, decorative
tins, and metal food containers. These products are sold to customers directly or through manufacturers’ representatives.

The following table reflects the approximate percentage of total sales contributed by each class of similar products of the
Company’s total sales in each of the last three fiscal years.

Year Ended
| CLASS 13103 13102 1/31/01
. Writing and Drawing Toys 26% 27% 26%
- Activity Toys 2% 5% 9%
" Small Dolls 36% 37% 28%
- Diversified Products 36% 31% 37%

Competition

The toy industry is highly competitive, and among the Company’s competitors are a number of substantially larger firms
having greater financial resources and doing a substantially greater volume of business. Published statistics for the year
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2002 indicate the Company accounted for less than one percent (1%) of the total toy sales in the United States.
Competition in the Company’s business is believed to be based on novelty of product, customer appeal, merchandising
of character licenses, ability to deliver products on a timely basis, price, and reputation for quality.

The Diversified Products segments are primarily products manufactured to customers’ specifications. The Company
believes that the principal competitive factors in this business are price and demonstrated ability to deliver quality
products on a timely basis.

Seasonality

The Company’s toy business is seasonal and historically approximately 55% to 60% of its sales have been made in the
last six months of the fiscal year. Second-half shipments in the last two fiscal years amounted to 56% and 55% of
annual sales, respectively. Historically, the second half is particularly strong as the primary selling season is prior to the
Christmas holiday. The Company’s customers in recent years have ordered later in the year in an effort to control
inventories. Results for the first six months of fiscal 2003 for all divisions, except Strydel Diversified Products, trailed
the sales performance for the comparable period in fiscal 2002. Sales of the Company’s Betty Spaghetty® fashion doll
and Etch A Sketch® drawing toy were down slightly from the previous year. The Diversified Products segments reported
a sales decline for the first six months of fiscal 2003 due to the loss of a major customer in the Ohio Art Diversified
Products division. The Strydel division demonstrated sales growth in excess of 30% over the comparable period of
fiscal 2002. The Diversified Products segments do not have any established seasonal pattern.

For additional information regarding the Company’s various segments, see Footnote 6 to the Consolidated
Financial Statements.

Backlog

The Company’s order backlog at the end of any fiscal year is not a meaningful predictor of financial results of the
preceding or succeeding year. Historically, new toy products have been introduced at the annual industry trade fair in
February in New York and at foreign trade fairs, which generally occur within a thirty-day period prior to the U.S. trade
fair. In recent years, there has been a trend to earlier introduction of new items to major customers. Major customers
normally place tentative orders during the first and second calendar quarters, which indicate the items they will be
buying for the coming season and an indication of quantity. These orders are usually "booking" orders which have no
designated shipment date. Customers confirm specific shipment dates during the year to meet their requirements.
Industry practice is that these orders are cancelable until shipped at no cost to the customer. Because the Company’s
product mix has a high percentage of promotional type products, the dollar amount of orders in the order backlog which
have been canceled in the third and fourth quarters has been unpredictable. It is, therefore, difficult to state the level of
firm order backlog.

Order backlog at any point in time is impacted by the timing of the February trade fair and placing of initial tentative
orders by major accounts, the product mix between spring and fall items, the mix between domestic versus international
orders, and the year-end inventory carry-over of the Company’s products at the retail level on the part of its customers.
The order backlogs believed to be firm, subject to comments above, as of mid-April were:

2003 - approximately $5,400,000
2002 - approximately $6,200,000

The seasonal nature of the business generally requires a substantial build-up of working capital during the second and
third calendar quarters to carry inventory and accounts receivable. Extended payment terms are in general use in the toy
industry to encourage earlier shipment of merchandise required for selling during the spring and Christmas seasons.

Raw Materials

The Company’s basic raw materials are sheet metal, inks and coatings, plastic resins, fiber board, and corrugated
containers and are generally readily available from a number of sources. Although the Company has at times not been
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able to procure sufficient quantities of certain raw materials to meet its needs, adequate supplies have been available
in recent years.

The Company imports a variety of plastic and miscellaneous parts as well as finished products from China and steel
from Japan for its lithography business. In the fiscal years ended January 31, 2003 and 2002, these imports accounted
for approximately 30% of the total cost of goods sold for both periods. Tariffs, internal affairs of foreign countries, and
other restraints on international trade have not materially affected the Company to date, but no assurance can be given
that these conditions will continue. The Company has utilized forward exchange contracts to cover requirements for
major purchase commitments based on foreign currencies. However, the use of foreign exchange contracts has not been
necessary in the past ten years.

Intellectual Property

Preventing competitors from copying the Company’s toy products is important, and where possible, the Company
attempts to protect its products by the use of patents, trademarks, copyrights, and exclusive licensing agreements. The
Company believes its patents, trademarks, trade names, copyrights, and exclusive licensing agreements are important to
its business, but it is unable to state what their value is, or that their validity will be maintained, or that any particular
pending application will be successful. It is believed that the loss of proprietary rights for any important product might
have a material adverse effect on the Company’s business.

The Company’s Diversified Products segments sell products manufactured to customers’ specifications and does not rely
on its own patents, trademarks, or copyrights to any material extent.

The Company has an established program for licensing others to manufacture and/or distribute its products outside the
United States. International sales declined in fiscal 2003 as increased competition in the small doll category impacted
sales in Europe of the Betty Spaghetty® fashion doll.

Employees

Because of the seasonal nature of the Company’s business, the number of full-time employees at January 31, 2003,
2002, and 2001 is not as indicative of activity as the average number of employees during the year. The average number
of full-time employees has been: 2003 — 191, 2002 — 204, 2001 — 304.

The Company maintains its own design and development staff and, in addition, utilizes contractual arrangements with
outside development groups. Approximately $357,000, $346,000, and $328,000 for the years ended January 31, 2003,
2002, and 2001, respectively, was spent on such activities. Outside development expenses for 2003, 2002, and 2001
were approximately $145,000, $26,000, and $13,000, respectively.

Customers

Customers of the toy segment include a number of large retailers. A number of major toy retailers have, in recent years,
experienced financial difficulties resulting in either bankruptcy, restructuring, or slow payment. The loss of any of these
customers could have a material adverse effect on this segment of the Company’s business. In 2003 and 2002, the
Company’s top two major retailers were Wal-Mart and Target, based on the Company’s Consolidated revenues. In 2003
and 2002, Wal-Mart accounted for 10% or more of the Company’s sales. In 2001, Wal-Mart, Eastman Kodak, and Toys
R Us each accounted for 10% or more of the Company’s sales. For additional information, see Note 6 of Notes to
Consolidated Financial Statements included herein for the year ended January 31, 2003.

Sales of the Company’s Diversified Products segments are concentrated in a limited number of accounts. Sales to the
five largest customers accounted for approximately 77% in both fiscal 2003 and 2002 and 70% in fiscal 2001 of the total
sales of these segments. The loss of any of these customers could have a material adverse effect on the Diversified
Products segments of the Company’s business.




Executive Officers of the Company

Officers are elected annually to serve until the first meeting of directors following the annual meeting of shareholders
in each year.

; First Year
Present Position . Elected To
Name Age , With Company . Present Position
~ William C. Killgallon 64 Chairman , 1989
' Martin L. Killgallon II 55 President 1989
1. D. Kneipp 58 Chief Financial | 1999
: Officer ‘
" E. A. Clark, Ir. 62 Vice President ' 2000
i Manufacturing
J. D. Wood 49 ; Vice President 2000
| Product Development
| X
‘ W. E. Shaffer 80 ’ Secretary ‘ 1995

J. D. Kneipp was elected Chief Financial Officer in December 1999. He had previously served as Controller since his
election in July 1998 and as Accounting Manager since his date of employment in April 1997.

E. A. Clark, Jr. was elected Vice President of Manufacturing in July 2000. He had previously served as General
Manager of Manufacturing Operations since April of 1999 and as Labor Relations Coordinator since his date of
employment in May 1995.

J. D. Wood was elected Vice President of Research and Development in-July 2000. She had previously served as
Director of the Design Group since her date of employment in November 1995,

Item 2. Properties

The Company owns plants located in Bryan, Ohio, which consist of approximately 60,000 square feet of office, 374,000
square feet of production, and 227,000 square feet of warehouse space. The Company also owns a plant in Stryker,
Chio, which consists of approximately 134,000 square feet. The majority of the Company’s facilities are of masonry
construction and are adequate for its present operations. Production of metal lithography is normally scheduled on a
two-shift, eight-hour, five-day week with overtime for Saturday and Sunday at the Bryan, Ohio facilities. The Stryker,
Ohio plant is normally scheduled on the basis of three-shift operations.

Item 3. Legal Proceedings

Neither the Company nor any of its subsidiaries is involved in pending legal proceedings which, in the aggregate, could
reasonably be expected to materially affect the Company’s financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.




Item 5. Market for the Company’s Common Stock and Related Stockholder Matters

PART if

The principal market for the Common Stock of The Ohio Art Company is the American Stock Exchange (the

“Exchange”) under Ticker Symbol “OAR”. The approximate number of record holders of the Company’s Common
Stock at January 31, 2003 was 836. The high and low sales prices of the stock on that Exchange, as reported by the
Exchange, and earnings (loss) and dividends per share paid on the stock in 2003 and 2002 by quarter, were as follows:

Fiscal Year Ended January 31, 2003

]; Sales Prices Income Dividend
{ High Low (Loss) Declared
~ Feb—Apr $32.25 $18.25 $(.74) $.16
. May — Jul 25.00 10.50 .58 .04
Aug - Oct 14.75 10.25 1.18 .04
Nov — Jan 21.00 10.25 .39 .04
| Fiscal Year Ended January 31, 2002
Sales Prices Income Dividend
, ) High Low (Loss) Declared
- Feb-Apr $5.00 $2.80 $ .05 $.00
May — Jul 17.00 4.90 .79 .00
Aug - Oct 14.45 8.70 1.6l .04
- Nov - Jan 30.50 11.90 1.15 .04

The Board of Directors suspended dividend payments effective April 16, 1999. Dividend payments were reinstated

on December 4, 2001.




Item 6. Selected Financial Data

FIVE YEAR SUMMARY OF SELECTED FINANCIAL DATA YEARS ENDED
JANUARY 31, 2003, 2002, 2001, 2000, AND 1999
(Amounts in thousands, except per share data)

JANUARY 31
2003 2002 2001 2000 1999

Net Sales and Other Income $38,987  $46.872  $46,674  $54,777 $47,149
Net Income (Loss) 1,229 :’ 3,136 (1,380) | 356 (1,722)
Net Income (Loss) per Share : ‘
of Common Stock {2} 141 ‘ 3.60 ‘ {1.59) 41 (1.98)
Dividends Declared per Share i
of Common Stock 28 , .08 .00 .00 16
Dividends Paid per Share of f
Common Stock(b) (e) 28 b4 .00 04 .16
Book Value per Share of
Common Stock (¢) 9.90 10.28 ‘ 6.99 8.53 8.70
Average Number of Shares ,
Outstanding 872,979 870,787 - 865,516 865,046 869,307
Stockholders of Record (d) 836 781 908 803 691
Working Capital (Deficit) $ 5,819 £ 5,265 $(3,349) $ 9,694 $(6,204)
Property, Plant and ‘
Equipment (net) 7,355 7,804 8,985 10,258 11,478
Total Assets 20,456 22,551 f 22,944 28,361 33,220
Long-Term Obligations 4,795 5358 971 13,798 777
Stockholders Equity 8,777 ji 9,125 : 6,203 7,563 7,716
Average Number of Employees 191 204 304 309 323

Note: Amounts for the periods ended January 31, 2000 and 1999 have been restated to reflect the change from the
last-in-first-out (LIFO) method of valuing inventories to the first-in-first-out (FIFO) method in fiscal year 2001.

(a) Based upon weighted average shares outstanding during the year.

(b) Stock or cash dividend paid every year since 1908 except fiscal year 2001.

(c) Based upon shares outstanding at year-end.

(d) Includes Employee Stock Ownership Plan participants who were 100% vested at year-end.

(e) The Company is subject to dividend restrictions under its line of credit agreement. The most significant restrictions
are: an aggregate amount declared in each quarter not to exceed $36,000, aggregate net borrowing availability in

excess of $1,000,000, no event of default existing at the time a dividend is declared, and various restrictions on
transactions with related parties.




Item 7. Management’s Discussion and Analvsis of Financial Condition and Results of Operations

Operations

The following table sets forth for the periods indicated selected statement of operations items, the percentage
relationship to net sales, and the percentage increase or decrease of such items as compared to the corresponding period:

JANUARY 31
2003 2002 2001 2003 2002

o (Dollars in thousands) % Increase (Decrease)

Net Sale $37,334 $45.544 $45.947 (18.0)% (9%
. Gross Margin 11,627 13,625 11,436 (14.7% 19.1%
i Percent of Net Sales 3% 29.9% 24.9%
Selling, Administrative and General ~ $10,803 $11,744 $11,804 (8.0)% (.5Y%

Percent of Net Sales 28.9% 25.8% 25.7%
l Income trom Operations before
. Interest Expense and Taxes $2,478 $3.209 $ 358 (22.8)% 796.4%
- Percent of Net Sales 6.6% 7.0% 8%
' Interest Expense $ 306 $ 766 $1.739 (60.1)% (56.0)%
. Percent of Net Sales 8% 1.7% 3.8%
Income Tax Expense (Benefit) $943 $(693) $0 236.1% N/A
" Percent of Net Sales 2.5% {1.5Y% 0%
 Net Income (Loss) $1.229 $3,136 $(1,380) (60.8)% 327.2%
i Percent of Net Sales o 3.3% 6.9% (3.00%

The Company’s net sales for the year ended January 31, 2003 decreased 18% from the prior year. Both the domestic
and international toy segments reported lower revenue due to lackluster worldwide toy shipments. All of the Company’s
major toy categories, Fashion Dolls, Making Creativity Fun™, and Spring Water Toys, trailed fiscal 2002 results. Sales
of Betty Spaghetty”® fashion dolls and Etch A Sketch® drawing toys were impacted by the West Coast dock strike and by
competitive pressures in their respective market niches. Chio Art Diversified sales were down nearly 20% from

the previous year, primarily due to the loss of a major customer. Performance by the Strydel Diversified segment ran
counter to the trend exhibited by the other divisions and experienced sales increases in excess of 30% for the fiscal year.

Net sales for the year ended January 31, 2002 decreased less than 1% from the prior year. This decrease was more than
offset by increases in royalty and other income. Sales of the Etch A Sketch® drawing toys were up 10% as domestic
shipments continued to grow. Betty Spaghetty® fashion doll shipments rose 25% as strong performances by our overseas
partners more than offset the continued soft demand in the domestic market. Overall, international toy sales increased
56% on the strength of the retail movement of Betty Spaghetty® fashion dolls in European and Australian markets. Ohio
Art Diversified sales were down 23% from the previous year due to weak demand from our key customer base, as well
as from discontinuing sales to customers whose business did not meet profit objectives. Strydel Diversified sales were
up 9% from the prior year as the segment reversed the previous year’s sales declines.

Aggregate toy segment export sales from the United States, foreign royalty income, and direct shipments from foreign
manufacturers to foreign customers in consolidated revenues amounted to approximately $8,689,000, $11,458,000, and
$7,170,000 in fiscal years 2003, 2002, and 2001, respectively, of which approximately $6,505,000, $9,611,000, and
$4,700,000 in fiscal years 2003, 2002, and 2001, respectively, were to customers in the European community.



The Company’s gross margin percentage in 2003 (31.1%) showed solid gains over the previous year (29.9%). All
segments reported higher gross margins except International Toy, which fell 0.6%. In total, toy segment margins rose
1.0% due to lower sales deduction and overhead expenses. Ohio Art Diversified reported a margin improvement of
0.8%, largely due to reduced sales deduction expenses. Strydel Diversified margins improved significantly (9.1%) partly
on the strength of a 34% sales gain over the previous year. The additional volume enabled the segment to absorb more
of its fixed overhead costs.

The gross margin percentage in 2002 (29.9%) improved considerably from the level of the prior year (24.9%). All
segments reported higher margins except Strydel Diversified. Toy segment and Chio Art Diversified margins rose
5.4% and 2.5%, respectively, largely due to lower sales deduction expenses and to overhead savings resulting from the
Company’s cost reduction program. Strydel Diversified margins fell 10.6%, primarily due to the loss of intercompany
production, which had absorbed some of the fixed overhead costs in previous years.

Selling, administrative, and general expenses in fiscal 2003 decreased by approximately $941,000 from the preceding
year. Significant reductions in advertising expenditures ($403,000) and salary expense ($841,000) were partially offset
by higher pension, health insurance and outside development expenses. Bonuses to be paid to office employees in
March 2003 amounted to less than $200,000.

Selling, administrative, and general expenses in fiscal 2002 were reduced by approximately $60,000 from the preceding
year. Advertising expense declined approximately $500,000, as expenditures were limited to a percentage of sales.
Royalty expense increased approximately $100,000 due to higher sales of the Betty Spaghetty® fashion doll, but this was
largely offset by lower domestic commission expense. The Company accrued approximately $800,000 for bonuses to be
paid to office employees in March 2002.

Interest expense decreased approximately $460,000 in fiscal 2003 from the previous year as the Company continued its
efforts to reduce outstanding debt through improvements in cash flow and as a result of lower interest rates. The
Company repaid approximately $1,300,000 of long-term debt in fiscal 2003, most of it in the third and fourth quarters.

Interest expense decreased significantly in fiscal 2002 from the prior year. The Company’s loans, which are based on
the prime bank lending rate, were favorably affected by declines in this rate during the year. [n addition, the Company
repaid approximately $4,200,000 of the long-term debt during the year.

The Company achieved fiscal 2003 income before taxes of $2,172,000, $271,000 less than the previous year, despite an
18% decrease in net sales. The decline of approximately $2,000,000 in gross margin was countered by lower selling,
administrative and general expenses ($941,000), and interest expense ($460,000), coupled with higher royalty and other
income items ($325,000).

The fiscal 2002 income before income taxes of $2,443,000 resulted from a combination of factors, including
significantly lower sales deduction, production-related overhead, advertising, and interest expenses, along with an
increase in royalty income.

Critical Accounting Policies
Management’s discussion and analysis of our financial position and results of operations are based on financial
statements prepared in conformity with generally accepted accounting principles (GAAP) in the United States of

America and require management to make estimates and assumptions during their preparation.

An explanation of critical accounting policies is included in Ttem 8, Financial Statements and Supplementary Data, as
Note 1 of Notes to Consolidated Financial Statements, Summary of Significant Accounting Policies.

Note 3 of Notes to Consolidated Financial Statements presents the components of the income tax provision (benefits)

for fiscal years 2003, 2002 and 2001, and the reconciliation of taxes at the statutory rate to the Company’s income
tax expense. Also included in Note 3 is a discussion of the Company’s valuation allowance.
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Liquidity And Sources Of Capital

Because of the seasonal nature of the toy business, the Company normally requires a substantial build-up in working
capital from the beginning of the year to a seasonal peak during the third quarter. Extended payment terms are in
general use in the toy industry to encourage earlier shipments of merchandise required for selling during the Christmas
season. As a result, the Company’s working capital requirements typically increase with seasonal shipments as
collection of a substantial portion of accounts receivable is deferred until the fourth quarter. This increased working
capital requirement has been financed in recent years by borrowings under a revolving line of credit.

The Company has made a concerted effort to improve cash flows from operating activities in recent years. Net cash
generated from operating activities amounted to approximately $2,700,000, $6,400,000 and $2,200,000 in fiscal years
2003, 2002, and 2001, respectively. Most of the improvement in these years has been derived from net income and
reductions in inventory, accounts receivable, and non-cash items.

Cash used in investing activities for fiscal year 2003 increased approximately $593,000 over the previous fiscal year
with most of the increase earmarked for new product development and pollution control equipment. Purchases of
property, plant and equipment in fiscal years 2003, 2002, and 2001 amounted to approximately $1,032,000, $509,000
and $623,000, respectively. The Company spent significantly less than the provision for depreciation and amortization
in each of these years.

Cash used in financing activities for fiscal years 2003, 2002, and 2001 amounted to approximately $1,500,000,
$4,200,000 and $3,500,000, respectively. Funds provided by other activities were primarily used to reduce the
Company’s long-term and short-term debt.

Effective April 7, 2000, the Company entered into a three-year revolving credit agreement that provides for borrowings
of up to $12,000,000 based on various percentages of eligible inventory and accounts receivable and six-year term loans
aggregating $3,279,000. On March 31, 2003, the term of the revolving credit agreement was extended one month to
May 7, 2003. This extension may be continued from month to month until a new loan agreement has been executed.
The Company is currently seeking alternative sources of financing, and it plans to have a new revolving credit
agreement in place by the end of the second quarter. In addition, the Company executed a five-year $2,500,000 term
loan on August 1, 2002 to replace an existing term loan. The credit agreement is subject to its borrowing base and
current amounts available under the revolving credit agreement as of January 31, 2003 were $6,284,000. The revolving
credit facility and term loans are collateralized by the-assets of the Company.

The outstanding loan balances at January 31, 2003 were $0 on the revolving credit agreement, approximately $3,805,000
on the term loans, and $283,000 on the Company’s ESOP. The outstanding loan balances at January 31, 2002 were $0
on the revolving credit agreement, approximately $5,084,000 on the term loans, and $303,000 on the Company’s ESOP.

The Company was in compliance with the minimum tangible net worth and minimum debt service coverage covenants
included in its loan agreements at January 31, 2003.

Environmental Matters

The Company is subject to various laws and governmental regulations concerning environmental matters and employee
safety and health in the United States. The Company is subject to the regulations of the Occupational Safety and Health
Administration (OSHA) concerning employee safety and health matters, and the United States Environmental Protection
Agency. These groups and other federal agencies have the authority to promulgate regulations that could have an impact
on the Company’s operations.

The Company received a state of Ohio Environmental Protection Agency (EPA) notice of violation letter in April
2003 in connection with certain of the Company’s air emissions that have been monitored by the EPA for the past few
years. The Company recently installed new equipment to comply with EPA standards. The Company is engaged in
ongoing negotiations to reach a settlement with the EPA and cannot predict the outcome of these negotiations as yet.
The Company does not believe that the settlement will have a material adverse effect on its results of operations or
financial condition. 1




Empact Of Inflation And Changing Prices

The Company’s current labor contracts and management compensation policies have lessened the impact that wage
inflation has on operations because compensation above base wages has been based on overall Company performance.
Although the Company continued to be affected by increased costs of materials and services during fiscal 2003, the
magnitude of these increases, other than costs of natural gas, required pension funding and employee health care, over
the past several years has not been significant in most areas of the business.

Natural gas rates were relatively stable throughout most of fiscal 2003, but rates began to rise again late in the fourth
quarter of the year. Increases in natural gas rates affect the lithography business, which utilizes gas-powered ovens,
most directly. However, short-term increases in gas rates are not expected to have a material adverse effect on
lithography product costs. The Company’s premium-based health insurance plan experienced a 30% rate increase in
fiscal 2003, due to increased claims experience along with a general increase in the cost of health-related services.
Insurance premiums for fiscal 2004 are expected to be 7% higher than in fiscal 2003.

In recent years, a higher percentage of component parts used in the Company’s products have been purchased from
sources outside of the United States. Changes in product mix in fiscal years 2003, 2002, and 2001 resulted in only a
portion of these purchases being committed in foreign currencies and, therefore, only minor exposure to exchange risk.

Some of the primary raw materials used in the manufacture of the Company’s products are petrochemical derivative
plastics. Costs of these raw materials are closely tied to the price of oil. Costs were relatively constant throughout fiscal
2003 but have begun to increase in recent months as a consequence of events in the Middle East. During a period of
rapidly rising costs, the Company is not able to fully recover cost increases through price increases due to competitive
conditions and trade practices.

Item 7A. Qualitative and Quantitative Disclosures About Market Risk

The Company’s earnings and cash flow are not directly affected by foreign currency exchange since nearly all purchases
and sales are made in U.S. currency. However, the Company could be affected indirectly, either positively or negatively,
since the majority of its toy products are manufactured by unrelated vendors overseas and the price of the products is
influenced by the foreign exchange rate.

The Company’s interest expense is sensitive to the level of the U.S. prime rate as described in Note 2 to the
Consolidated Financial Statements. The Company is not a party to any material derivative financial instruments.
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Item 8. Financial Statements and Supplementary Data

REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders
The Ohio Art Company and Subsidiaries
Bryan, Ohio

We have audited the accompanying consolidated balance sheet of The Ohio Art Company and Subsidiaries as of January
31, 2003 and the related consolidated statements of operations, stockholders’ equity and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as, evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2003 consolidated financial statements referred to above present fairly, in all material respects, the
financial position of The Ohio Art Company and Subsidiaries as of January 31, 2003 and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

/s/ Plante & Moran PLLC

Toledo, Ohio
March 6, 2003
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholders
The Chio Art Company
Bryan, Ohio

We have audited the 2002 and 2001 consolidated financial statements and financial statement schedule of The Ohio Art
Company and Subsidiaries, listed in Item 15(a) of this Form 10-K. These financial statements and financial statement
schedule are the responsibility of the Company's management. Our responsibility is to express an opinion on these
financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as, evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 2002 and 2001 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of The OChio Art Company and Subsidiaries as of January 31, 2002 and the results of its
operations and its cash flows for the years ended January 31, 2002 and 2001 in conformity with accounting principles
generally accepted in the United States of America. Also, in our opinion, the related financial statement schedule, when
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the
information set forth therein.

/s/ Crowe Chizek and Company LLC

Fort Wayne, Indiana
March 7, 2002
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CONSOLIDATED FINANCIAL STATEMENTS
The Ohio Art Company and Subsidiaries

Consolidated Balance Sheets

See accompanying notes to financial statements.

$ 20,456,246

————————————
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January 31
2003 2002

Assets

Current assets:

. Cash $ 2,184,236 $ 2,199,133
Marketable securities 1,505,850 -
Accounts receivable, less allowances of $520,055

in 2003 and $435,500 in 2002 4,221,706 4,688,226
t Inventories:
Materials and purchased parts 1,026,461 1,570,342
In process 58,068 125,970
Finished products 2,824,754 3,246,303
Inventories at first in, first out (FIFO) method 3,809,283 4,942 615
Deferred income taxes 586,142 823,144
Prepaid expenses 295,246 380,051

Total current assets 12,762,463 13,333,169

Other assets:

~ Cash value of life insurance, less policy loans o

of $185,271 in 2003 and 2002 88,271 66,432
Restricted cash - 100,000

- Deposits and advances 310,342 611,690
Prepaid pension asset - 635,405

Total other assets 388,613 1,413,527

Property, plant and equipment:

- Land - ) 161,639 - 164,626 0

- Land improvements 177,114 153,494
Leasehold improvements 132,920 132,920
Buildings and building equipment 7,952,510 7,853,847
Machinery and equipment 31,332,487 30,419,317

Total property, plant and equipment : 39,756,670 38,724,204
Less allowances for depreciation and amortization 32,401,500 30,920,143

Net property, plant and equipment 7,355,170 7,804,061

Total assets $ 22,550,757




The Ohio Art Company and Subsidiaries
Consolidated Balance Sheets (Continued)

A —————————————
- —————

See accompanying notes to financial statements.
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January 31
2003 2002

Liabilities
Current liabilities:

Accounts payable $ 2,731,013 3,220,905

Employees’ compensation and amounts

withheld therefrom 446,849 1,584,113

' Taxes, other than income taxes 484,452 511,209

Other liabilities 936,504 1,166,464

Dividend payable 35,471 35,471

Long-term debt due or callable within one year 2,249,474 1,550,000
Total current liabilities 6,883,763 8,068,162
Long-term debt, less amounts due

or callable within one year 1,838,987 3,836,727

Deferred income taxes 267,142 250,112
Accrued pension i 2,409,415 1,035,040
Other ‘ 280,000 236,146
Total liabilities : 11,679,307 13,426,187
Stockholders’ equity:

Common Stock, par value $1.00 per share:

Authorized ~ 1,935,552 shares :

Outstanding — 886,784 shares : 886,784 886,784
Additional paid-in capital ‘ 196,898 196,898
Reduction for ESOP loan (283,000) (303,000)
Accumulated other comprehensive loss, net of tax (1,530,867) (182,930)
Retained earnings 9,507,124 8,526,818

Total stockholders’ equity , 8,776,939 9,124,570
Total habilities and stockholders’ equity $ 20,456,246 22,550,757




The Ohio Art Company and Subsidiaries
Consolidated Statements of Operations

Year Ended January 31

2003 2002 2001

Revenue:

Net sales $ 37,333,666 $ 45,544.270 45,946,832

Royalty income 1,378,249 . 1,229,335 612,925

Other income 274,813 98,673 114,034
Total revenue 38,986,728 46 R72.278 46,673,791
Costs and expenses:

Cost of products sold 25,706,175 31,919,510 34,511,292

Selling, general and administrative 10,802,517 11,743,882 11,804,345

Interest 306,449 766,116 1,738,642
Total costs and expenses 36,815,141 44 429 508 48,054,279
Income (loss) before income taxes 2,171,587 2.442.770 (1,380,488)
Provision for (benefit from)

income taxes 943,000 (692,838) -
Net income (loss) $ 1,228,587 $ 3,135,608 (1,380,488)
Net income (loss) per share 3 1.41 3 3.60 (1.59)
Average number of shares outstanding 872,979 870,787 865,516

See accompanying notes to financial statements,
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The Ohio Art Company and Subsidiaries
Consolidated Statements of Cash Flows

Year ended Janunary 31
2003 2002 2001

Cash flows from operating activities | | |
Net income (loss) ' $ 1,228,587 - $ 3,135,608 o $ (1,380,488)
‘Adjustments to reconcile net income (loss) to ‘ '
- net cash provided by operating activities: ; ;
' Provision for depreciation and amortization ; 1,554,639 i 1,689,656 : 1,839,775 ’

Deferred federal income taxes : 943,000 (573,032) ‘ -
Provision for losses on accounts receivable 84,055 (39,789) ‘ 112,773
Scholarship obligation expense 43,854 (13,500) 97,465
Gain on sale of property, plant and ;
equipment ~ (8,659) (12,500) {6,000)
Changes in operating assets and liabilities:
Marketable securities : (1,505,850) - -
Accounts receivable 682,465 1,017,719 t 1,262,476
Inventories ‘ 1,033,331 680,397 1,016,293
Accounts payable (489,892} (738,465) é (56,856)
Prepaid expenses, other assets, accrued ‘ :
expenses and other liabilities (088,234) 1,246,554 ; (722,486
Net cash provided by operating activities 2,577,296 6,392,648 : 2,162,952
Cash flows from investing activities
Purchases of property, plant and equipment : (1,032,466} (508,578) (622,907)
Changes in net cash value of life insurance (21,839 (29,825) 122,164
Proceeds from sale of property, plant and ’
equipment 8,659 12,500 6,000
Net cash used in investing activities {1,045,646) (525,903) (494,803)
Cash flows frem financing activities : :
Borrowings 2,500,000 44,414,045 ' 39,186,959
Repayments (3,798,266) (48,581,738) (42,728,985)
Cash dividends paid (248,281) (35471 -
Net cash used in financing activities (1,546,547) (4,203.164) (3,542,026)
Cash
Increase (decrease) during year {14,897} 1,663,581 (1,873,877)
At beginning of year 2,199,133 535,552 2,409,429
Cash, end of year $ 2184236 $ 2.199.133 $ 535,552

See accompanying notes to financial statements.

20




The Ohio Art Company and Subsidiaries

Notes Te Consolidated Financial Statements
1. Summary of Significant Accounting Policies

The Ohio Art Company and Subsidiaries (the "Company") was founded in Bryan, Ohio in 1908 and is principalily
engaged in two lines of business: (a) the manufacture and distribution of toys (both domestically and internationally) and
(b) the manufacture and sale of custom metal lithography (Chio Art Diversified) and molded plastic products (Strydel
Diversified) to other manufacturers and consumer goods companies.

The Company manufactures and markets approximately 50 toy items including the nationally advertised Etch A Sketch®,
Travel Etch A Sketch®, and Pocket Etch A Sketch® drawing devices, Betty Spaghetty® Fashion Doll, A.R.M. 4000 XL™
water toy, and basketball sets.

The Company maintains showrooms in Bryan, Ohio and New York City and distributes its products through its own
full-time sales force and through manufacturers’ representatives. The toy products are sold directly to general and
specialty merchandise chains, discount stores, wholesalers, mail order houses, and both direct to customers, and through
licensees in foreign countries.

The Company’s Diversified Products segments manufacture specialty plastic components and lithographic metal items
such as parts for automobile trim, lithographed metal serving trays, replica metal signs, photofilm canisters, decorative
tins, and metal food containers. These products are sold to others directly or through manufacturers’ representatives.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries.
Significant intercompany accounts, transactions and profits are eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amount of revenues and expenses during the reporting periods. Actual results could differ from those estimates.

Marketable Securities

Management determines the appropriate classification of marketable securities at the time of purchase and reevaluates
such designation as of each balance sheet date. All securities held at January 31, 2003 are classified as trading securities
and are stated at fair value as determined by the most recently traded price of each security at the balance sheet date.
The net unrealized gains or losses on trading securities are reported in earnings.

Accounts Receivable

Accounts receivable are stated at net invoice amounts. An allowance for doubtful accounts is established based on
a specific assessment of all invoices that remain unpaid following normal customer payment periods. In addition,
a general valuation allowance is established for other accounts receivable based on historical loss experience. All
amounts deemed to be uncollectible are charged against the allowance for doubtful accounts in the period that
determination is made.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Depreciation and amortization are computed by the straight-line
method over the estimated useful lives of the respective assets.
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Revenue Recognition

Revenue for all segments is recognized when products are shipped to customers. Royalty income is recognized as
earned. The Company’s Diversified Products segments manufacture to customer specifications. Shipments are based on
customer orders. Revenue is recognized at the time of shipment and is not dependent on customer acceptance.

Product Development Costs
Costs related to the development of new products and changes to existing products are charged to operations as incurred.
Advertising and Sales Promotion

Advertising and sales promotion expenditures are charged to operations in the year incurred. Advertising expense
was approximately $2,079,000, $2,481,000 and $2,981,000 for the years ended January 31, 2003, 2002, and 2001,
respectively. Prepaid advertising and sales promotion expenditures amounted to approximately $141,000 and $65,000
at January 31, 2003 and 2002, respectively.

Income Taxes

The Company accounts for income taxes under the asset and liability method. Deferred tax assets and liabilities are
recognized for operating loss and tax credit carryforwards and for the estimated future tax consequences attributable to
differences between financial statement carrying amounts of existing assets and liabilities and their respective tax basis.
Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those temporary
differences are expected to be recovered or settled. A valuation allowance is recorded to reduce the carrying amounts
of deferred tax assets to an amount that is more likely than not to be realized, when deemed appropriate. In this
connection, the Company considers the scheduled reversal of existing taxable temporary differences, projected future
taxable income and tax planning strategies to determine the valuation allowance, if any, to be recognized for net
deferred tax assets.

Net Income (Loss) Per Share

Net income (loss) per share is computed based upon the average number of shares outstanding during the year after
giving effect to unallocated shares held by the Company’s Employee Stock Ownership Plan and shares released during
the year. The Company has no potentially dilutive securities.

Financial Instruments

The carrying amounts for cash, accounts receivable, and short- and long-term debt approximate fair market value. The
carrying value of debt approximates market based on current borrowing rates.

Inventory
Inventories are carried at the lower of cost or market, cost being determined using the first-in, first-out method.
New Pronouncements

On February 1, 2002, Statement of Financial Accounting Standard No. 144, "Accounting for the Impairment or

Disposal of Long-Term Assets" (SFAS No. 144) was effective for the Company. SFAS No. 144 addresses accounting
and reporting for the impairment or disposal of long-lived assets, superseding SFAS No. 121, "Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of." SFAS No. 144 did not have a material
effect on the Company’s financial position, results of operations or cash flows.

In June 2002, SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities" was effective for the
Company. Under SFAS No. 146, costs associated with an exit or disposal activity should be recognized and measured at
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their fair value in the period in which the liability is incurred rather than at the date of a commitment to an exit or dis-
posal plan. The provisions of the statement are effective for exit or disposal activities that are initiated after December
31, 2002. SFAS No. 146 did not have a material effect on the Company’s financial position, results of operations or
cash flows.

Other Comprehensive Income

Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net income.
Certain changes in assets and liabilities, however, such as unrealized gains and losses on available-for-sale securities and
minimum pension liability adjustments required by generally accepted accounting principles, are reported as a direct
adjustment to the equity section of the balance sheet. Such items, along with net income, are considered components of
comprehensive income. Accumulated other comprehensive income consists solely of the minimum pension liability
adjustment, net of tax benefit of $1,347,937 in fiscal 2003 and $182,930 in fiscal 2002.

2. Long-term Obligations

Long-term obligations at January 31, 2003 and 2002 consist of the following:

] 2003 2002

. Term loan % 3,805,461 $ 5,083,727
: Revolving credit agreement - -
- Note payable by ESOP 283,060 303,000
; 4,088,461 5,386,727

* Less amounts due or callable : ‘
Within one year . {2,249,47@) 5 (1,550,000)
3 1838987 S 3,836,127

———————— Y —————
T ———————— A A—

S

The Company executed a loan and security agreement on April 7, 2000 that provides for borrowings up to $12,000,000
for three years on a revolving credit basis based on various percentages of eligible inventory and accounts receivable and
term loans aggregating $3,279,000 with interest payable monthly at prime plus 0.75% (effective rate of 5.0% at January
31, 2003) and an unused line fee of 0.5%. The term loans require monthly principal payments of $45,542 plus interest
through April 2003. The loan and security agreement is collateralized by all real and personal property of the Company.
On March 31, 2003, the term of the revolving credit agreement was extended one month to May 7, 2003. This extension
may be continued from month to month until a new loan agreement has been executed. The Company is currently
seeking alternative sources of financing, and it plans to have a new revolving credit agreement in place by the end of

the second quarter. At January 31, 2003, approximately $1,230,000 will be due in April 2003 and, therefore, will be
classified as a current liability.

On August 1, 2002, the Company executed a five-year $2,500,000 term loan to replace an existing term loan. The
new term loan is payable in monthly installments of $46,973 including interest at the lender’s prime rate (effective
rate of 4.25% at January 31, 2003). The loan is collateralized by all real and personal property of the Company.

The various financing agreements contain certain financial covenants common to such agreements that require, among
other things, maintenance of minimum amounts of tangible net worth, debt service coverage, and limit dividend
payments and purchases of property, plant and equipment.

On May 22, 2000, the Company executed a seven-year $363,000 loan agreement with its Employees’ Stock Ownership

Plan (ESOP) to provide funds to finance the Plan’s purchase of unallocated shares held by the Plan. The loan is payable
in minimum annual installments of $20,000 plus interest at 7.0%.
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3. Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Components of the deferred
tax assets and liabilities as of January 31, 2003 and 2002 are as follows:

2003 2002

Gross deferred tax assets: , o
Net operating loss carryforwards $§ 68,000 : $ 1,010,000
Inventory - 148,000 193,000
Charitable contributions carryover : 120,000 ; 129,000
Accounts receivable 187,600 | 148,000
Accrued expenses 260,000 373,000
Retirement plans 755,000 ; 187,000
Valuation allowance 3 —_— =

Total deferred tax asset o 1,538,00 " 2,040,000

Gross deferred tax liabilities: -

Property, plant and equipment 996,600 995,000
Pension assets and liabilities - 51,000
LIFQ recapture 223000 421.000

Total deferred tax liability 1,219.000 1,467,000

Net deferred tax asset $ 319,000 $ 573,000

At January 31, 2003 and 2002, the Company believes that it is more likely than not that the future tax benefits of
recorded net deferred income tax assets, including the net operating loss ("NOL") carryforwards, will be realized.
Accordingly, the Company believes that no valuation allowance is required for the recorded net deferred income tax
assets at January 31, 2003 and 2002. However, the amount of the net deferred income tax assets considered realizable
could be adjusted in the future if estimates of future taxable income or reversing taxable temporary differences are
revised.

For U.S. federal income tax purposes, the NOL carryforwards amount to approximately $199,000, which expire from
2012 to 2021.
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the following:

The provision for (benefit from) federal income taxes for the year ended January 31, 2003, 2002, and 2001 consisted of

| - 2003 2002 2001
' Current income tax benefit: Federal $ - $ (120,000) $ -
Deferred income tax provision (benefit):
Federal 943,000 (573,000) -
Provision for (benefit from) income taxes $§ 943,000 $ (693,000) S 0

2003

Year ended January 31

Reconciliation of reported income tax expense (benefit) and the amount computed by applying the statutory U.S. federal
income tax rate of 34% to income (loss) before income taxes is stated below:
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o - - 2002 2001
. Tax provision (benefit) at U.S. Federal
Statutory rate $732.000 $ 831,000 § (469,000
Change in valuation allowance - (1,447,000} 653,000
Variances caused by permanent
differences 25,000
State income taxes — net of Federal
Income Taxes 40,000
i Other, net - 146,000 (77,000) (184,000)
$943,000 $ (693,000) $ 0




4. Pension Plans and Employees’ Stock Ownership (ESOP) Plan

The Company has various defined benefit pension plans covering substantially all of its employees. Benefits

provided by the plans are based on compensation, years of service and a negotiated rate per year of service for
collectively-bargained plans. The Company generally funds pension costs based upon amortization of prior service
costs over 25 years, but not in excess of the amount deductible for income tax purposes. One plan, which has a limited
number of participants, is unfunded.

The following tables set forth aggregated information related to the various pension plans:

January 31
2003 2002
Change in benefit obligation:
 Benefit obligation at beginning of year | § 88453061 § 8516411
Service cost : 220,785 254,231
Interest cost | 655,300 619,275
Actuarial losses § 1,483,840 - 61,213
Benefits paid f (365,121) (605,829)
Benefit obligation at end of year -3 10,840,105 ¢+ § 8,845,301
Change in plan assets: S -
Fair value of plan assets at beginning of year - $ 8,714,356 $ 8,510,409
Actual (loss) return on plan assets : (787,436) 761,728
Company contributions 261,841 48,048
Benefits paid . (365,121 (605,829)
Fair value of plan assets at end of year b3 7,823,640 $ 8,714,356
Components of accrued benefit cost: A 7 -

* Funded status of the plans 8 (3.016,465)  $ (130,945)
Unrecognized net actuarial loss (gain) ' 2,801,385 (162,401)
Unrecognized transition obligation f 114,858 137,831
Unrecognized priot service cost % 25,737 33,810
Additional minimum pension liability (2,334,930) (2717,930)

Accrued benefit cost $ (2,409.415) $ (399,635)
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The Company recorded an additional minimum pension liability in the current year due to the liability that was
recognized, as accrued pension cost was less than the unfunded accumulated benefit obligation.

January 31 3
; 2003 2002 2001 ,
' Weighted-average assumptions: , 1
_ Discount rate 6.5% 7.5% 7.5% t
Expected return on plan assets 8.5% 8.5% R.5% 1
Rate of compensation increase 3.0% 3.0% 3.0% ;
Year ended January 31
20063 2002 2001
" Components of net periodic benefit cost: :
- Service cost $ 220,788 ‘ $ 254,331 $ 302222
| Interest cost 655,300 619,275 707,518
~ Expected return on plan assets : (668,753) (733,717) (854,806)
Amortization of prior service cost 8,073 7,161 38,470
Amortization of transition amount L 22,973 ; 45,946 {5,847)
; Recognized net actuarial loss (gain) _4li54 {46,633) (24.121H)
Benefit cost ; $ 2?9,352 $ 146,363 $ 163,436

The pension plan(s) with an accumulated benefit obligation in excess of plan assets recorded the following:

2003 2002
 Projected benefit abligation  $10840,105 | $4,558.283
~ Accumulated benefit obligation - $10,187,698 | $ 4,006,447
; Fair value of plan assets [ $" 7u8”2”3“640 $ 3,988,492

The Company has an Employee Stock Ownership Plan (ESOP) for eligible employees, which is accounted for in
accordance with Statement of Position 93-6 of the American Institute of Certified Public Accountants. The fair market
value of the 12,478 and 13,931 unallocated shares is $187,045 and $375,440 at January 31, 2003 and 2002, respectively.

No unallocated shares are committed to be released within one year.

Dividends paid on unallocated shares in the trust are recorded as compensation rather than as dividends.
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5. Operating Leases

The Company leases office space and equipment pursuant to various noncancelable operating lease agreements. Total
rent expense approximated $582,000, $663,000 and $671,000 for fiscal 2003, 2002, and 2001, respectively. The lease
term for the office space extends through April 2006 with monthly lease payments of $12,321. In addition, rent for the
office lease is subject to escalation based upon the Consumer Price Index. Future commitments under the leases as of

January 31, 2003 are as follows:

1{ Office : Office Manufacturing ;
3 Space Equipment - Equipment Total
| 2004 $ 150,435 $ 42,236 ' $ 74958 $ 267,629 ‘
- 2005 154,948 4,999 - : 159,947 ‘
- 2006 159,567 . - - 159,597
| 2007 49,389 - - 40,389
‘ 3505365 $ 47,235 - § 73538 S 627,562

6. Industry Segments

The Company has four reportable segments: domestic toy, international toy, Ohio Art diversified products, and Strydel
diversified products. The domestic toy segment manufactures and distributes toys through major retailers in the United
States, while the international toy segment manufactures and utilizes foreign toy companies to distribute their products
throughout the world. The Ohio Art diversified products segment manufactures and sells custom lithographed products
to consumer goods companies. The Strydel diversified products segment manufactures and sells molded plastic parts to
other manufacturers, including Chio Art.

The Company evaluates performance and allocates resources based on profit or loss from operations before income
taxes, not including gains and losses on the Company’s investment portfolio. The accounting policies of the reportable
segments are the same as those described in the summary of significant accounting policies.

Intersegment sales are recorded at cost, and as such, there is no intercompany profit or loss on intersegment sales or
transfers.

The Company’s reportable segments offer either different products in the case of the diversified products segments, or
utilize different distribution channels in the case of the two toy segments.




Year ended January 31, 2003;

Net sales to external customers

- Intersegment revenues

© Interest expense

. Provision for depreciation
and amortization

- Segment profit

© Segment assets

_ lﬁ":}penditures for lpnrg—liyed assets

‘Year ended January 31, 2002:

Net sales to external customers

Intersegment revenues
Interest expense
Provision for depreciation
and amortization
Segment profit (loss)
Segment assets
Expenditures for long-lived assets

Financial information relating to reportable segments is as follows:

Domestic | International = Ohio Art  Strydel ]

Toy Toy Diversified  Diversified Total |

$ 16,062,892°'§ 7,686,211 '§ 8565210 § 5,019,353 $ 37333666
67,643 - - 85,059 152,702
(150,660)  (25,110) (75.330) (55,349) (306,449)

(454,141) - (972,960) (127,538) (1,554,639} |
1,065,083 . 674,046 191,245 241,213 2,171,587
13,797,097 943,001 7,815,630 4,829,923 27,385,651
486,099 - 429.525 106,842 1,032,466

$ 20,494,498 $ 10,653,571
109,664 -

§ 10,650,084

(401,956)  (68,742) (206.228)

(576,650) - (965.,815)

1,713,551 1307316 (81,361)
13.226,067 3,649,019 8,360,328
259,360 | - 132,461

$ 3,746,117
220,576
(89,190)

(147,191)

(496,736)
4,137,960
116,757

&3

43,544,270
330,240
(766,116}

(1.689.656)
2,442,770
29,373,374
508,578

Year ended January 31, 2001:

Net sales to external customers |
" Intersegment revenues

Interest expense

Provision for depreciation

and amortization

Segment loss
. Segment assets

Expenditures for long-lived assets

$ 21.803,380 § 6,824,242 § 13,894,558

113,038 - -
(975.120)  (165,617) (372,638)
(715,226) - (965,226)
(689,981)  (228,718) = (282.197;

13,591,138 2,166,906 10,123,477

427,267 - 53,726

'$ 3,424,652
972,175
(225,267)

(159,323)

(179,592)
3,896,600
141,914

29

o3

45546,832
1085213
(1.738,642) |

!
|

(1,839,775} |
(1,380.488) |
26,778,121 |

622,907 l




The following are reconciliations between total segment and consolidated totals for revenues and assets:

2003 2002 2001

Revenues: :
 Total external net sales for reportable : [
| segments 8 37,333,666 $ 45,544,270 $ 45946832 |
| Other revenues - 1,653,062 1,328,008 726,959
Total consolidated revenues § 38,986,728  § 46,872,278  § 46,673.791
Assets: - B
. Total assets for reportable segments - T§ 27.385.651 $ 29,373,374 $ 20778121
~ Elimination of: ; 1
 Intercompany receivables (4,706,752) . (4,580,197) . (4,591,634)

Intercompany profit in inventory - (19,767) {19,767)
~ Investment in subsidiaries ‘ (2,222,653) (2,222,653) (2,222,653
Total consolidated assets $ 20,456,246  § 22,550,757 $ 22944067

A substantial portion of the Company’s accounts receivable are from toy retailers, wholesalers and other toy
manufacturers. The Company has credit insurance to cover a portion of its losses on accounts receivable. The Company
had net credit losses of $133,000, $360,000 and $110,000 during fiscal 2003, 2002, and 2001, respectively. Net
domestic toy segment sales includes approximately $7,348,000, $9,365,000 and $11,234,000 in fiscal 2003, 2002, and
2001, respectively, to two major retailers. Amounts included in accounts receivable for these two customers were
$1,554,000 and $1,354,000 at January 31, 2003 and 2002, respectively.
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7. Statement of Cash Flows

Noncash transactions excluded from the statement of cash flows:

2003 2002 | 2001

.~ Refinancing of long term debt due ;
or callable within one year - 5 - § 13,157 116

Cash payments for interest during fiscal 2003, 2002, and 2001 approximated $311,000, $788,000, and
$1,909,000, respectively.

8. Quarterly Results of Operations (Unaudited)

The following is a summary of the unaudited quarterly results of operations for the years ended January 31, 2003
and 2002 (in thousands of dollars, except per share amounts):

Costof Net Net Income
Products Income  (Loss) Per Share of |
Net Sales Sold (Loss) Common Stock |
12003 ' | ’
" April 30 6,116 $ 5009  § (642) $ (74
| July 31 10,406 6,923 503 58
| October 31 12,016 7679 1,030 1.18
- January 31 8,796 1 6,095 338 ‘ .39
. TOTALS $ 37,334 $ 25,706 $ 1,229 $ 1.41
- 2002 :
~ April 30 $10065 8 7465 0§ 46 $ .05
~ July 31 10354 7,188 686 79
| October 31 15.060 10,049 1,399 1.61
 January 31 10,065 7,217 1,005 1.15
. TOTALS $45,544 $31,919  $ 3,136 $ 3.60

During the fourth quarter of fiscal 2002, the Company reversed the valuation allowance related to its net deferred tax
assets of $1,447,000.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.
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PART f1f

Item 10. Directors and Executive Officers of the Company

(a) Identification of Directors

The information required by this Item is set forth in the Company’s Proxy Statement for the Annual Meeting of
Shareholders to be held on June 3, 2003, under the caption "Information with Respect to Directors and Nominees,"
which information is incorporated herein by reference.

(b) Executive Officers of the Company

The information required by this Item is set forth in Item 1 — Business under "Executive Officers of the Registrant."
Item 11. Executive Compensation

The information required by this Item is set forth in the Company’s Proxy Statement for the Annual Meeting of
Shareholders to be held on June 3, 2003, under the caption "Compensation of Executive Officers," which information
is incorporated herein by reference.

Etem 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this Item is set forth in the Company’s Proxy Statement for the Annual Meeting of
Shareholders to be held on June 3, 2003 under the caption "Securities Beneficially Owned by Principal Shareholders
and Management," which information is incorporated herein by reference.

Equity Compensation Plan Information

The Company does not have any equity compensation plans.

Item 13. Certain Relationships and Related Transactions

The information required by this Item is set forth in the Company’s Proxy Statement for the Annual Meeting of
shareholders to be held on June 3, 2003 under the caption "Information with Respect to Directors and Nominees,"
which information is incorporated herein by reference.

ftem 14. Controls and Procedures

The Company’s Chief Executive Officer and Chief Financial Gfficer have concluded, based on their evaluation within
90 days of the filing date of this report, that the Company’s disclosure controls and procedures, (as defined in

Rules 13a-14(c) and 15d-14(c) under the Securities Exchange Act of 1934) are effective for gathering, analyzing and
disclosing the information the Company is required to disclose in its reports filed under the Securities Exchange Act

of 1934.

There have been no significant changes in the Company’s internal controls or in other factors that could significantly
affect these controls subsequent to the date of the previously mentioned evaluation.
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PART 1V

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) The following documents are filed as a part of this report.
(1) Reports of Independent Auditors
The consolidated financial statements of The Ohio Art Company and subsidiaries:
Consolidated Balance Sheets — January 31, 2003 and January 31, 2002

Consolidated Statements of Operations — Years ended January 31, 2003, January
31, 2002, and January 31, 2001

Consolidated Statements of Stockholders’ Equity — Years ended January 31, 2003,
January 31, 2002, and January 31, 2001

Consolidated Statements of Cash Flow — Years ended January 31, 2003, January
31, 2002, and January 31, 2001

Notes to Consolidated Financial Statements — January 31, 2003

(2) The following consolidated financial statement schedule of The Ohio Art Company and subsidiaries
is filed under Item 15(d):

SCHEDULE PAGE
Schedule 1I — Valuation and Qualifying Accounts 37

All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exchange
Commission are not required under the related instructions or are inapplicable, and therefore have been omitted.

(3) See ltem 15¢(c) below
(b) Reports on Form 8-K
No reports on Form 8-K were filed during the fourth quarter of the fiscal year covered by this report.
(¢) See Exhibit Index for list of exhibits.

(d) The Financial statement schedule which is listed under Item 15(a)(2) is filed hereunder.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

THE OHIO ART COMPANY

Date: April 30, 2003 By /s/ William C. Killgallon
William C. Killgallon, Chairman

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Company and in the capacities and on the date indicated.

Signature Title Date
/s/William C. Killgallon Chairman of the Board, April 30, 2003
Principal Executive Officer and Director

/s/Martin L. Killgallon II President and Director April 30, 2003
Martin L. Killgallon

/s/Jerry D. Kneipp Chief Financial Officer April 30, 2003
Jerry D. Kneipp

/s/Teresa C. Hess Controller April 30, 2003

Teresa C. Hess

/s/ Joseph A. Bockerstette Director April 30, 2003
Joseph A. Bockerstette

/s/Neil H. Borden, Jr. Director April 30, 2003
Neil H. Borden, Jr.

/s/Frank L. Gallucci Director April 30, 2003
Frank L. Gallucci

/s/Wayne E. Shaffer Secretary and Director April 30, 2003
Wayne E. Shaffer
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CERTIFICATIONS

I, William C. Killgallon, certify that:
1. I have reviewed this annual report on Form 10-K of The Ohio Art Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior
to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures -
based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there were significant -
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the

date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

/s/ William C. Killgallon
William C. Killgallon
Chief Executive Officer

Date: April 30, 2003
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CERTIFICATIONS

I, Jerry D. Kneipp, certify that:
1. I have reviewed this annual report on Form 10-K of The Ohio Art Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior
to the filing date of this annual report (the "Evaluation Date"); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the
date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: April 30, 2003 [s/ Jerry D. Kneipp
Jerry D. Kneipp
Chief Financial Officer
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Exhibit #

3(1)(a)

3(iXb)

3(ii)

10(a)

10(b)

10(c)

10(d)

21

99.1

Exhibit 21

THE OHIO ART COMPANY AND SUBSIDIARIES EXHIBIT INDEX

Articles of Incorporation as amended, filed as
Exhibit 3(a) to Company’s Form 10-K for the
year ended December 31, 1986, and incorporated
herein by reference.

Code of Regulations filed as Exhibit 3(b) to
Company’s Form 10-K for the year ended December
31, 1990, and incorporated herein by reference.

The Ohio Art Company ByLaws approved by the Board
of Directors on June 20, 1997, and incorporated
herein by reference.

Employee Stock Ownership Plan, filed as Exhibit
10(c) to Company’s Form 10-K for the year

ended December 31, 1987, and incorporated herein
by reference.

The Ohio Art Company Supplemental Retirement Plan,
as amended and restated effective January 1, 1992,
filed as Exhibit 10(d) to Company’s Form 10-K

for the year ended December 31, 1992, and
incorporated herein by reference.

Loan and Security Agreement dated April 7, 2000,
filed as Exhibit 10.1 to Company’s Form §-K dated
April 17, 2000, and incorporated herein by reference.

g
, o5
' (e}

Loan agreement dated August 1, 2002 filed as Exhibits 10(e) --
and 10(f) to Company’s Form 8-K dated September 10, 2002,

and incorporated herein by reference.

Subsidiaries of the Company.

38

Certification pursuant to 18 U.S.C. Section 1350 as adopted
Pursuant to Section 906 of the Sarbanes-Cxley Act of 2002. 39

THE OHIO ART COMPANY AND SUBSIDIARIES

Name of Subsidiaries
and Jurisdiction

of Incorporation

Strydel, Inc. (Ohio)

Trinc Company (Ohio)

38

Percentage of
Voting Control
Owned by Company

160%

100%




Exhibit 99.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350 AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Ohio Art Company (the "Company") on Form 10-K for the period
ended January 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), the
undersigned, as Chief Executive Officer and Chief Financial Officer of the Company hereby certify, pursuant to 18
U.S.C. section 1350, as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002 that based on their
knowledge: 1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, and 2) the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company as of and for the periods covered in the Report.

April 30, 2003 s/ William C, Killgallon
William C. Killgallon

Chairman and Chief Executive Officer

/s/Jerrv D. Kneipp
Jerry D. Kneipp
Chief Financial Officer
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Senior Buyer

Smith Hurley, Jr.
General Manager
Strydel, Inc.

Martin L. Kiligallon, 11
Manager
Marketing & Sales

Sherrell A. Kimpel
Manager
Human Resources
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Director
Research & Development
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Sales Manager
Europe
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Credit Manager
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Darnell T. Shaffer
Operations Supervisor
Trinc Company

Louise L. Sparagon
Office Manager
New York

DeDra A. Walters
Director
Domestic Sales
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